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1 . /SUMMARY./ BANK OF ITALY RAISED BASIC DISCOUNT RATE 
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AND INTEREST RATE ON BOI ADVANCES FROM 6.5 0/0 TO 9.0 0/0 
EEEECTIVE MARCH 20. MEASURE REELECTS RISING INTEREST 
RATES IN ITALY AND ABROAD AND IS AIMED AT LIGHTING DOMESTIC 
INELATION AND IMPROVING ITALY'S BALANCE OE PAYMENTS. /END SU- 
MMARY./ 

2. BANK OE ITALY RAISED BASIC DISCOUNT RATE AND INTEREST 
RATE ON ORDINARY BOI ADVANCES ON CURRENT ACCOUNT AND ON 
EIXED-TERM "LOMBARDI" ADVANCES EROM 6.5 0/0 TO 9.0 0/0. 

PENALTY RATES OE MAXIMUM OF 3 0/0 ADDITIONAL REMAIN UNCHANGED 
(SEE REES A AND B). 

3. ITALIAN AUTHORITIES ANNOUNCED THAT MEASURE WAS DESIGNED TO 
ALIGN ITALY'S DISCOUNT RATE WITH THAT IN OTHER EC COUNTRIES 

IN ORDER TO FACILITATE EC MONETARY COOPERATION AND TO STRENGTHEN 
ITALY'S BALANCE OF PAYMENTS. INCREASE WOULD ALSO CONFORM TO 
POLICY SPELLED OUT IN ITALY'S DRAET LETTER OE INTENT TO IME. 

RECENT RISE IN DOMESTIC INTEREST RATES HAD MADE BORROWING EROM 
CENTRAL BANK INCREASINGLY ATTRACTIVE SO THAT DISCOUNT RATE 
HAD LOST ITS RATIONING EEEECT. COMMERCIAL BANKS' PRIME RATE, 

WHICH WAS RECENTLY INCREASED BY BANK CARTEL TO 1 1 0/0 (SEE 
REF C), HAS CONTINUED TO RISE TO 1 1 .5 0/0 AND EVEN 12.5 0/0. 

AUTHORITIES EXPECT THAT HIGHER SHORT-TERM INTEREST RATES IN 
ITALY WILL MAKE EOREIGN BORROWING BY COMMERCIAL BANKS RE- 
LATIVELY MORE ATTRACTIVE, WILL LIMIT INCENTIVE TO CAPITAL PLIGHT 
AND MAY FORCE DISHOARDING OP STOCKS OP IMPORTED GOODS, ALL OF 
WHICH WOULD HELP TO STRENGTHEN BALANCE OF PAYMENTS. 

4. FINANCIAL PRESS SUGGESTS THAT NEW MEASURE IS IMPLICIT 
ACKNOWLEDGMENT OF FAILURE OF SELECTIVE CREDIT CONTROLS AND 
OPERATION "TWIST" AND OP NEED TO ADOPT ACROSS-THE-BOARD TIGHTE- 
NING OF CREDIT. PRESS SUGGESTS THAT COMMERCIAL BANKS MAY NOT 
BE ABLE TO CONPORM TO SELECTIVE CREDIT LIMIT OP 12 0/0 INCREASE 

IN BANK CREDIT TO LARGE CLIENTS BY MARCH 31 DEADLINE (REP D) 

AND THAT BANK OF ITALY IS FINDING IT INCREASINGLY DIFPICULT TO 
KEEP LONG-TERM RATES DOWN BY SUPPORT OF BOND MARKET. GIVEN 
CONTINUE DIPPICULTY IN MANIPULATION OP FISCAL POLICY, MAINLY 
THROUGH REDUCTION IN CASH BUDGET EXPENDITURES, ANTI-INPLATION 
BURDEN IS ONCE AGAIN PALLING ON MONETARY PLLICY.VOLPE 

UNCLASSIFIED 
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